
468

26 CFR Ch. I (4–1–03 Edition)§ 1.614–1

mines by means of which a taxpayer is 
permitted to treat a single operating 
mineral interest as more than one such 
interest for taxable years beginning 
after December 31, 1957. At the election 
of the taxpayer with respect to an op-
erating unit, the rules contained in 
§ 1.614–3 are also applicable to taxable 
years beginning before January 1, 1958, 
to which the Internal Revenue Code of 
1954 applies. If the taxpayer makes 
such an election, the rules contained in 
§ 1.614–2 are not applicable to any of the 
operating mineral interests which are 
part of the operating unit with respect 
to which the election described in 
§ 1.614–3 is made. Section 1.614–5 sets 
forth the rules relating to the aggrega-
tion of nonoperating mineral interests. 
Section 1.614–6 contains the rules relat-
ing to basis, holding period, and aban-
donment and casualty losses where 
properties have been aggregated or 
combined. Section 1.614–7 relates to the 
extension of time for performing cer-
tain acts. Section 1.614–8 contains the 
rules relating to the elections under 
section 614(b) as amended by section 
226(a) of the Revenue Act of 1964 to 
treat separate operating mineral inter-
ests in the case of oil and gas wells as 
separate properties or in combination 
for taxable years beginning after De-
cember 31, 1963. 

[T.D. 6859, 30 FR 13699, Oct. 28, 1965]

§ 1.614–1 Definition of property. 
(a) General rule. (1) For purposes of 

subtitle A of the Code, in the case of 
mines, wells, and other natural depos-
its, the term property means each sepa-
rate interest owned by the taxpayer in 
each mineral deposit in each separate 
tract or parcel of land. 

(2) The term interest means an eco-
nomic interest in a mineral deposit. 
See paragraph (b) of § 1.611–1. The term 
includes working or operating inter-
ests, royalties, overriding royalties, 
net profits interests, and, to the extent 
not treated as loans under section 636, 
production payments. 

(3) The term tract or parcel of land is 
merely descriptive of the physical 
scope of the land to which the tax-
payer’s interest relates. It is not de-
scriptive of the nature of his rights or 
interests in the land. All contiguous 
areas (even though separately de-

scribed) included in a single convey-
ance or grant or in separate convey-
ances or grants at the same time from 
the same owner constitute a single sep-
arate tract or parcel of land. Areas in-
cluded in separate conveyances or 
grants (whether or not at the same 
time) from separate owners are sepa-
rate tracts or parcels of land even 
though the areas described may be con-
tiguous. If the taxpayer’s rights or in-
terests within the same tract or parcel 
of land are dissimilar, then each such 
dissimilar interest constitutes a sepa-
rate property. If the taxpayer’s rights 
or interests (whether or not dissimilar) 
within the same tract or parcel of land 
relate to more than one separate min-
eral deposit, then his interest with re-
spect to each such separate deposit is a 
separate property. 

(4) Upon the transfer of a property in 
any transaction in which the basis of 
such property in the hands of the 
transferee is determined by reference 
to the basis of such property in the 
hands of the transferor, such property 
shall, notwithstanding the provisions 
of subparagraph (3) of this paragraph, 
retain the same status and identity in 
the hands of the transferee as it had in 
the hands of the transferor. See para-
graph (c) of § 1.614–6 if the transferor 
has made a binding election to treat a 
separate mineral interest as a separate 
property, to treat a separate mineral 
interest as more than one property 
under section 614(c), or to treat two or 
more separate mineral interests as an 
aggregated or combined property under 
section 614(b) (as it existed either be-
fore or after its amendment by section 
226(a) of the Revenue Act of 1964), (c), 
or (e). 

(5) The provisions of this paragraph 
may be illustrated by the following ex-
amples:

Example 1. A taxpayer owns one tract of 
land under which lie three separate and dis-
tinct seams of coal. Therefore, the taxpayer 
owns three separate mineral interests each 
of which constitutes a separate property.

Example 2. A taxpayer conducts mining op-
erations on eight tracts of land as a single 
unit. He acquired his interests in each of the 
eight tracts from separate owners. Even if 
each tract of land contains part of the same 
mineral deposit, the taxpayer owns eight 
separate mineral interests each of which 
constitutes a separate property.
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Example 3. A taxpayer owns a tract of land 
under which lies one mineral deposit. The 
taxpayer operates a well on part of the tract 
and leases to another operator the mineral 
rights in the remainder retaining a royalty 
interest therein. The taxpayer thereafter 
owns two separate mineral interests each of 
which constitutes a separate property.

Example 4. In 1954, a taxpayer acquires 
from a single owner, in a single deed, three 
noncontiguous tracts of mineral land for a 
single consideration. Even if each tract con-
tains part of the same mineral deposit, the 
taxpayer owns three separate mineral inter-
ests each of which constitutes a separate 
property.

Example 5. In 1954, taxpayer A simulta-
neously acquires in fee two contiguous tracts 
of mineral land from two separate owners. 
The same mineral deposit underlies both 
tracts. Thereafter, taxpayer A owns two sep-
arate mineral interests each of which con-
stitutes a separate property.

Example 6. Assume that in 1955, taxpayer A, 
in example 5, leases the two contiguous 
tracts of mineral land that he acquired in 
1954 to taxpayer B by means of a single lease. 
Thereafter, taxpayer B owns one mineral in-
terest which constitutes a separate property 
for such time as the lease continues in exist-
ence.

Example 7. Assume that in 1955, taxpayer A, 
in example 5, sells at the same time all the 
mineral land he acquired in 1954 to taxpayer 
B. Thereafter, taxpayer B owns one mineral 
interest which constitutes a separate prop-
erty. If taxpayer B acquires the mineral land 
in a transaction in which the basis of such 
mineral land in his hands is determined by 
reference to the basis of such mineral land in 
the hands of taxpayer A, then taxpayer B 
owns two separate mineral interests each of 
which constitutes a separate property.

Example 8. In 1954, taxpayer A simulta-
neously acquires two contiguous leasehold 
interests from two separate owners. The 
same mineral deposit underlies both tracts. 
Thereafter, taxpayer A owns two separate 
mineral interests each of which constitutes a 
separate property.

Example 9. In 1955, taxpayer A, in example 
8, simultaneously assigns the two leases to 
taxpayer B. Thereafter, taxpayer B owns two 
separate mineral interests each of which 
constitutes a separate property.

(b) Separation of interests treated as 
single property under prior regulations. 
Each separate mineral interest which, 
in accordance with paragraph (a) of 
this section, is a separate property 
shall be so treated, notwithstanding 
the fact that the taxpayer under para-
graph (i) of § 39.23(m)–1 of this chapter 
(Regulations 118) and corresponding 
provisions of prior regulations may 

have treated more than one of such in-
terests as a single property. The basis of 
each such separate property must be 
established by a reasonable method. 
See, however, section 614 (b) and (d) (as 
they existed prior to amendment by 
section 226 of the Revenue Act of 1964), 
section 614 (c) and (e), and §§ 1.614–2, 
1.614–3, 1.614–4, and 1.614–5 for special 
rules relating to the treatment of two 
or more separate mineral interests as a 
single property. 

(c) Treatment of a waste bank or res-
idue. A waste bank or residue of prior 
mining, the extraction of ores or min-
erals from which is treated as mining 
under section 613(c)(3), shall not be 
considered to be a separate mineral de-
posit but is a part of the mineral de-
posit from which it was extracted. 
However, if the owner of such waste 
bank or residue has disposed of the de-
posit from which the waste bank or 
residue was accumulated, or if the 
waste bank or residue cannot prac-
ticably be attributed to a particular 
deposit of the owner, the waste bank or 
residue will be regarded as a separate 
deposit. 

[T.D. 6524, 26 FR 147, Jan. 10, 1961, as amend-
ed by T.D. 6859, 30 FR 13699, Oct. 28, 1965; T.D. 
7261, 38 FR 5467, Mar. 1, 1973]

§ 1.614–2 Election to aggregate sepa-
rate operating mineral interests 
under section 614(b) prior to its 
amendment by Revenue Act of 1964. 

(a) General rule. (1) The provisions of 
this section relate to the election, 
under section 614(b) prior to its amend-
ment by section 226(a) of the Revenue 
Act of 1964, to aggregate separate oper-
ating mineral interests, and, unless 
otherwise indicated, all references in 
this section to section 614(b) or any 
paragraph or subparagraph thereof are 
references to section 614(b) or a para-
graph or subparagraph thereof as it ex-
isted prior to such amendment. Not-
withstanding the preceding sentence, 
the definitions contained in paragraphs 
(b) and (c) of this section shall apply 
both before and after such amendment. 
All references in this section to section 
614(d) are references to section 614(d) as 
it existed prior to its amendment by 
section 226(b)(3) of the Revenue Act of 
1964. 
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